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IRS REFORM/Conference, Passage

SUBJECT: Conference report to accompany the Internal Revenue Service Restructuring and Reform Act of
1998 ... H.R. 2676. Agreeing to the report.

ACTION: CONFERENCE REPORT AGREED TO, 96-2

SYNOPSIS: The conference pert to accorpary H.R. 2676, the Internal Revenue Service Restruguaimd Reform Act
of 1998, will radicaly restructure the Internal Revenue Service (IRS) to make it more accountablgansives

to taxpayers' needs, and will enact cprehensive reforms farotect tayayers from IRS abuses pbwer. The rport will provide
$12.9 hillion in tax relief over the next y@ars. Details arprovided below.

® The anftjuated national, ggonal, and district IRS structure will beptaced ly a structure based on serysimilarly situated
taxpayers. Instead of begreferred to offices based geaography, taxpayers will be served based on whetherthee individual
taxpayers, small businesses,darbusinesses, or nanofit taxpayers.

® An IRS Overgiht Board will be created. The board will not have authéoiintervene in tapolicy decisions or imarticular
enforcement opersonnel decisions. It will be cgmised of the IRS Commissioner, Secrgtaf Treasuy, full-time Federal
enployee or a rpresentative of Federal @oyees (this board member will be geitt to Senate confirmation), and piivate-sector
members who will be sijct to Senate confirmation. The board will sunsete®eber 30, 2008. See vote Nos. 121-124 for related
debate.

® The Office of Tapayer Advocate will be made more insendent. Local tgpayer advocates will ort directly to the National
Taxpayer Advocate, will act indendenty of IRS examination, collection, andmeals functions, and will maintaingsrate offices
from other IRS offices. The circumstances under whicpeiget assistance orders (orders for the IRS to rel@aperty or desist
from adverse actions) will be panded, and tgayer advocates will take roactive role tqrevent the pportunity for abuses.

® A position of an indpendent Treasyringpector General for Tax Administration will be created and the current office of IRS
chief ingector will be eliminated. The new ipectorgeneral will be suject to Senate confirmation. The fiestorgeneral will
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prepare a semiannual pert on tayayer conplaints, IRS emloyee misconduct alt@tions, and the status of such qaints.

e |t will be unlawful for certain Executive Branglersons (includig the President and Vice President and thepleyees) to
conduct or terminate an audit or otherwise to ingasti a tagayer.

® The IRS will begiven increasegersonnel flexibiliy, including overpay, recruitment, retention, and relocation ofptogees.

® New performance measures for ployees will be develged within lyear of enactment of this Act.

® The IRS will terminate eployees who commit certain offenses (tbbut will have waiver author, including: assaultig
taxpayers or other IRS ephoyees; failirg to obtain theroper authorization before seizjra taypayer's home;\ling under oath;
falsifying or destrging documents; violatijmthe Internal Revenue Code; concepéridence from a cagnessional iquiry; willfull y
failing to file income tax returns; threategian audit for retaliatgrpurposes; and violatmncertainprovisions of the Civil Rihts
Act, the Age Discrimination Act, or the Americans with Disabilities Act.

Taxpayer protection and ghtsprovisions include therovisions noted below.

® Innocent pouse relief: innocenpsuses will be held liable onfor tax attributable to their income (thoeovision isprimarily
for divorced women whose former husbands, without their kngelezheated on their taxes and cannot be foyntdeIRS; the
IRS curren pursues such women for the full amount owgdHheir former husbands); relief will not lgesen if a pouse knew
the return was deficient but still wiltihy signed it; tax relief will be $393 million in the firsty@ars and $1.013 billion in the second
Syears.

® The accrual of interest apenalties (exagt for fraud and crimingbenalties) will be sysended if the IRS does nptovide
notice to a tapayer within 18 months of receiviithat taypayer's return; startoppJanuay 1, 2004, the timperiod will be shortened
to 12 months; tax relief will be $516 million in the firsy@ars and $1.762 billion in relief in the secongke&rs.

® Thepenaly on urpaid balances will be reduced for individuals dgnoeriods that those balances are beiaid off under
installment greements; tax relief will be $387 million in the firsy&ars and $838 million in the secongiears.

® Under certain conditions, if a feayer has credible evidence in coprbceedigs regarding a factual issue garding his or
her income, estate, gift tax liability, the burden oproof will be on the IRS (undgresent law, the tagpayer must alwgs prove
that the IRS's assertion of liabyliis wrorg); the tax relief will be $1.035 billion in the firstygars and $1.639 billion in the second
Syears.

e Other tayayer protectionprovisions: the number of instances in which attgiséees mg be awarded due to justified
actions ly the IRS will be eganded; the statute of limitations on fiireturns will be extended dugraperiod when an individual
is mentaly or physically handicped; the interest rate differential between the ratesigers muspay on undepayments and the
rate the IRS mugday on refunds will be eliminated; dyeocessprocedures will be enacted; the attorwdient privilege will be
extended to accountants and other geactitioners; financial status audits will peohibited unless the IRS has a reasonable
indication of unrported income; the IRS will iplement a spervisol reviewprocess for liens, levies, and seizures; the IRS will
be reuired to disclose to tgayers their ghts in an interview, the criteria for examination selection, fipeas and collection
process, the reason for a refund denial, and plaeation ofjoint and several liabilit up to $6 million will be authorized to create
low-income tayayer clinics.

Revenue offsets (foay for taxpayer right provisions thaprevent IRS abuses pbwer, and thus lower overall collection rates)
include theprovisions noted below.

® Senior citizensge 70.5 and older will not h@enalized b havirg the reuired distributions from their Investment Retirement
Accounts (IRAs) count ggart of their income fopurposes of determinghwhether thg exceed the $100,000 limit ongbility
for convertirg an IRA into a Roth IRA,; thiprovision will raise funds because convegtan IRA rejuires taxes to bpaid up-front.
See vote No. 120.

e Mark-to-market treatment will not be allowed for certain trade receivables.

® The "Shmidt Bakig" rule with repect to vacation and severanuy will be repealed.

Miscellaneous.

® The holdirg period for the lower gaital gains tax rate will be lowered (for related debate, see vote No. 186).

® Technical corrections will be made to the veterans revenue offset oghiaahbill (for related debate, see vote No. 187).

® Electronic filing: thepolicy of Corgress will be tgoromote havig at least 8(ercent of returns filedybelectronic meansyb
2007; the time for filig electronicaly will be extended to March 31; and an alternative to writtgmasires will be deveped.

® Comgress: the IRS will ngort to Corgress on sources of cqiexity in the administration of the tax laws; it is the sense of
Corgress that the IRS shoypthce a hjh priority on resolvilg theyear 2000 corputing problem (the IRS recentlspent $4 billion
on a conputer modernizatioprogram that failed to worlproperly); there will be at least 1 annyaint corgressional overght
hearirg on the IRS; and Cagness willprepare a comlexity anaysis for aly legislation containig tax provisions.

® Most-Favored-Nation (MFN) trade status will be renamed “Normal-Trade-Relations” trade status.

® The IRS and the Joint Tax Committee will egogpare studies on certain takvacy issues.

Those favoringpassge contended:
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This effort to reform the IR§oes back to 1995, when the National Commission on RestrugptheriRS was created. The
Commission issued itspert in June 1997, anddgslation was introduced to jplement the recommendations in thpas. That
bill focused maint on revanping the archaic mamgment structure of thegang/. The Finance Committee thengaa hearigs.

It held 3 dgs of hearigs in S@tember, at which Members were startled to hear of a numpestdéms that had been festerin
for years in the IRS. Tgayers came forward, as did mamembers of the IRS (which togkeat courge, because the likelihood
of retaliation from their suervisors was, and is, lg&), to describe the just and illgal tactics takenythe IRS to extort morye
out of Americans, to seize their assets, and to retaligiast ary IRS enployee who tried to spthose tactics. The Finance
Committee then lgan the newyear with a series of 5 heaggon restructurig, and then held more heagigon IRS overght.
Those additional ovegtit hearimgs only degoened Senators' concern over the culture of fear and intimidatigretiiates the IRS.
Senators also received letters from thousands péyaxs, all with their own stories of how thkad beemgrossy mistreated. As
a result of those heags and letters, Members added extensive prawisions to the bill tgrotect tayayers from abuseybthe
IRS. The evidence of the need for reform is so overwhelthiait these newrotections have broadgairtisan spport. Democrats
initially chaged that Rpublicans werglaying politics by holding hearirgs, but once the testimgmon IRSpractices was heard that
baseless chge totally eveporated.

Thouwgh there is no ghificant disgreement on the need for reformgemeralphilosgphical difference has enged durirg this
debate. Those of us who are Democrats wish the bilptwadisions to increase IRS enforcemeptions ajainstpegole who are
notpaying their fair share. If we were able to collect that nyowe would have tens of billions of dollars morepersl orpressimg
social concerns. Further, itjigst not fair that mogieqple pay their taxes but some agetting away with cheatirg.

To those of us who are Rablicans, this gument sounds a bit like the Sheriff of Nogfiram whinirg that someeale are
manaying to hide their mongfrom his IRS-quivalent tax collectors. Tax rates are sghhin this county that it was almost
inevitable that the IRS would develas it has. Pgae arejust notgoing to hapily give up the lage shares of income that are
demandedypthe Democratic welfare state that has been creategktfhe mong demanded, the IRS has become like the feared
tax collectors of feudal Eupe. We are exggeratirg, but thepoint is valid. The more confiscatothe Federal monolith becomes,
the less hapy pegole will be in sypporting it. Our Democratic collees argyuite incensed and find it an affrontgatriotism that
somepele are not detjhted topay the hige taxes that thehave inposed. Our collegues’ ginion, thowgh, is almost beside the
point. Experience has shown, in this coynémd in evey other county, that as tax rates climb cpliance rates fall. Pgie start
to pay what theg consider to be fair instead of what dwvernment sgs is fair. A hgh enogh tax rate could make criminals of us
all. Democrats see resistance tghhiax rates as a defect of character orptireof the tapayers; we sggest that the real defect
may be in thepoliticians who inpose those tax rates.

This basighilosgphical difference aside, Senators are ghpsutive of the dozens opscific reforms that are in this conference
Those reforms wilprovide effective, indgendent overght, they will ensure that IRS epfoyees will be held accountable for bad
behavior and rewarded for treaitaxpayers fairly, they will provideprotection to tagayers from numerous abusive IR&ctices
that are now lgal and common, and thevill reform the antjuated mangement structure of the IRS to make it more efficient and
user-friendy.

One out of two Americans gdhat the would rather be ngged than auditedybthe IRS. Thg have vey good reason to fear
this ayengy, which has beegiven immensg@ower without the counterbalance of accountabilithis bill will add accountabilt,
which will make a real difference in the lives of tens of millions of honest, hardvgofkirericans. We enthusiasticakbupport
adqotion of this conference pert.

No arguments were expressed in opposition to passage.



